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The Brazilian government sold its shares in telecommunications giant Telecomunicacoes Brasileiras
(TELEBRAS) July 29, after dividing it into twelve smaller companies. The sale will bring more than
US$19 billion, 64% above the base price of US$11.5 billion (see NotiSur, 06/19/98). Despite the
euphoria following the sale, the high price has caused some grumbling among smaller partners in
the winning consortia and analysts expect some of them will have trouble obtaining the financing
needed to take over their new acquisitions.
Opponents of the privatization filed a flood of last- minute injunctions attempting to block the
sale. Although they were ultimately unsuccessful, their protests will continue. "It's a battle,
and I don't know where it will end," said Luiz Antonio Souza e Silva, president of a national
telecommunications labor union.
The big winners were Telefonica de Espana, Portugal Telecom, Telecom de Italia, and US-based
MCI Communications Corp. These companies will now dominate telecommunications in South
America, opening the door for greater Internet access and wireless communication throughout the
region as well as increasing telephone service. Telefonica de Espana, together with Spain's energy
company Iberdrola and Banco Bilbao Viscaya (BBV), Portugal Telecom, and Brazilian media group
Rede Brasil Sul, paid nearly US$5 billion for the Sao Paulo local telephone company Telesp, 64%
above the base price.
Telefonica, this time joined by Japan's Nipon Telegraph and Telephone (NTT) and the Itochu Corp.,
paid another US$1.4 billion for wireless Tele Sudeste Celular Participacoes, a 138.6% premium. Tele
Sudeste covers the states of Rio de Janeiro and Espiritu Santo. Telefonica, through its subsidiary for
international operations TISA, already owns large shares of the telephone companies in Argentina,
Chile, Peru, and Venezuela. The company said the latest acquisitions will allow greater efficiency
in regional operations, although some analysts consider the price paid too high. Portugal Telecom
also purchased the largest cellular phone company, Telesp Celular Participacoes, for US$948 million,
226% above the base price.
A group headed by MCI acquired long-distance carrier EMBRATEL. MCI already is a partner in the
Mexican long-distance provider Avantel. No shortage of potential customers The buyers agreed to
establish 16 million new telephone lines by 2001, double the present number, and to add another
13 million by 2007. A fivefold increase in cellular phones is also projected during the same period,
reaching 25 million. Terms of the sale stipulate stiff fines of up to US$43 million or the loss of the
concession for not fulfilling their commitments. Telephone service is a luxury in Brazil, where
only 11.5% of homes have phones. The wealthiest 16% of the population control 81% of the phone
lines, while the poorest 57% make do with 2% of the nation's phones. Only half of businesses have
phones and in rural areas the number drops to 2%, according to the state regulatory agency, Agencia
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Nacional de (Anatel). Shares in Telefonica de Espana sank on July 31, as the market reacted to
concerns that the price may have been too high.
Although Telefonica has not made its investment commitment in Brazil public, newspaper
reports say its individual outlay could be around US$3.3 billion and that it is still shopping for
more acquisitions. "Some investors fear that Telefonica has paid too much in Latin America, and
they prefer to reduce positions," said Javier Borrachero, head of research at Central Hispano
Bolsa. Standard & Poor's announcement the same day that it might cut its ratings on the
telecommunications giant dampened the initial euphoria over the purchases. Telefonica currently
has "AA-" long-term corporate credit, "A1+" short-term corporate credit, and "AA-" bank-loan
ratings. S&P said its decision was because of the possible weakening of Telefonica's financial profile
after the TELEBRAS acquisitions.
Meanwhile, Japan's NTT Mobile Communications, a cellular unit of NTT Corp., and Itochu Corp.
are hesitating to pay for their Brazilian purchase, an Itochu official in Sao Paulo said. The two firms
had initially wanted a stake in Telesp Celular Participacoes, serving Sao Paulo state. The Japanese
said they could not afford the high price paid for Tele Sudeste. "The price was more than double the
amount the Japanese companies were initially willing to put up," the Itochu official told Reuters. In
addition, Telefonica's high bid could cost it its principal Brazilian partner Rede Brasil Sul (RBS).
Following the sale, a Brazilian newspaper reported that RBS was "shocked" at the price the
consortium agreed to pay for the "crown jewel" of Brazil's privatization offerings. TELEBRAS is
region's largest privatization The TELEBRAS sale almost matched the combined proceeds of all
state sales by Argentina, a leader in the region's privatization efforts. Argentina has raised about
US$21 billion since 1990 through privatizations. "Never has there been a privatization like this in
the history of capitalism," said Brazilian President Fernando Henrique Cardoso. Banco Nacional
do Desenvolvimento Economico e Social (BNDES) figures show income from the sale will surpass
the US$15.6 billion, measured in current dollars, brought in through all privatizations in the period
1991-1997.
Before TELEBRAS, the high earner was the Companhia Minera Vale do Rio Doce, sold in May 1997
for US$3.3 billion. The TELEBRAS sale has raised expectations not only because of the amount of
foreign investment expected, but also because the investment could provide 100,000 new jobs in the
next six months.

TELEBRAS may be the last big privatization in region
The sale could be the beginning of a downturn in privatizations in the region, however, since
many governments consider the sale of their remaining prime properties either too valuable or too
politically costly to let go to the private sector. State oil company Petroleos de Venezuela (PDVSA)
is the second-largest oil company in the world. Venezuelan Deputy Luis Montiel Ortega said
recently it would be "treason" to sell PDVSA. "It would be like the US privatizing the Pentagon."
Mexico, Venezuela, and Ecuador have all balked at selling their black gold, although some have
reluctantly agreed to allow partial private investment in exploration and other projects. In Mexico,
a government plan to sell secondary petrochemical plants from state oil company PEMEX had to be
trimmed to a minority privatization amid union and political clamor. The sale has been stalled more
than six years (see SourceMex, 04/29/98 and 05/20/98).
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 2 of 3

LADB Article Id: 54654
ISSN: 1060-4189

Among the major regional economies, only Argentina has sold its oil company, YPF, privatized in
1993. Meanwhile, despite its leadership in touting privatization and free trade, Chile has kept its grip
on copper company CODELCO, which has been hit by a major drop in copper prices. Only Uruguay
has chosen to remain outside the privatization loop. Voters rejected privatizing state companies by
an overwhelming 72% in a 1992 referendum. Walter Molano, director of Latin American economic
and financial research at SBC Warburg, said that even state companies considered untouchable
may end up with a for-sale tag. He pointed out that TELEBRAS was once considered untouchable.
"Nobody would ever have thought a Latin American company could have generated US$19 billion,"
Molano said.
Low oil prices and other economic adversities could tempt governments to reconsider. "Never say
never," Molano said, when asked whether the TELEBRAS privatization would ever be surpassed.
Venezuela's PDVSA could bring as much as US$120 billion if sold, dwarfing TELEBRAS, he said.
[Sources: Inter Press Service, 07/27/98, 07/30/98; Clarin (Argentina), 07/30/98; Spanish news service
EFE, The New York Times, 08/01/98; El Nuevo Herald (Miami), 08/02/98; Reuters, 07/29- 31/98,
08/03/98; Notimex, 07/28/98, 08/01/98, 08/05/98]
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